§1956.110

agreement, prior to the date of applica-
tion for settlement, except when secu-
rity is retained as provided for in
§1956.109(b) of this subpart. Debtors
will not be allowed to sell security and
use the proceeds as part or all of the
debt settlement offer.

(d) County Committee review. Proposed
settlement actions will be reviewed by
the County Committee except for the
cancellation of debts discharged in
bankruptcy under §1956.130(b)(1) of this
subpart or when a claim has been re-
ferred to a United States Attorney
under §1956.112(d) of this subpart. No
settlement shall be approved if it is
more favorable to the debtor than rec-
ommended by the County Committee.

(e) Assistance from Office of General
Counsel (OGC). When necessary, State
Directors will obtain advice from OGC
in handling proposed debt settlement
actions.

(f) Format. Form FmHA or its suc-
cessor agency under Public Law 103-354
1956-1, ‘‘Application for Settlement of
Indebtedness,” will be utilized for all
settlement actions under this subpart.

§1956.110 Joint debtors.

Settlements may not be approved for
one joint debtor unless approved for all
debtors. Joint debtors includes all par-
ties, individuals, and organizations,
who are legally liable for payment of
the debt.

(a) Individual settlement offers from
joint debtors can be accepted and proc-
essed only as a joint offer. A separate
Form FmHA or its successor agency
under Public Law 103-354 1956-1 will be
completed by each debtor unless the
debtors are members of the same fam-
ily and all necessary financial informa-
tion on each debtor can be shown clear-
ly on a single application.

(b) If one of the joint debtors is de-
ceased or has received a discharge of
the debt in bankruptcy, or if the
whereabouts of one of the debtors is
unknown, or it is otherwise impossible
or impractical to obtain the signature
of the debtor, the application for set-
tlement may be accepted without that
debtor’s signature if it contains ade-
quate information on each of the debt-
ors to justify settlement of the debt as
to each of the debtors. The name of the
debtor requesting settlement will be
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shown at the top of Form FmHA or its
successor agency under Public Law 103-
354 1956-1 followed by name and status
of the other debtor. For example,
“John Doe, joint debtor with Jane Doe,
deceased.”

(c) Joint debtors must be advised in
writing that all debtors will remain
liable for the balance of the debt until
any payment(s) due under the joint
offer have been made.

§1956.111 Debtors in bankruptcy.

FmHA or its successor agency under
Public Law 103-354 personnel will proc-
ess reorganization plans of debtors fil-
ing under Chapter 9, Chapter 11, or
Chapter 13 as follows:

(a) Plans submitted by debtors under
Chapters 9, 11, and 13 must be sent by
the servicing official to the State Di-
rector who will recommend either ac-
ceptance or rejection of the plans and
refer them to the United States Attor-
ney through OGC. When the plan calls
for the adjustment of a debt to FmHA
or its successor agency under Public
Law 103-354, the State Director will ob-
tain the advice of the Administrator
before providing OGC with a rec-
ommendation on acceptance or rejec-
tion of this plan.

(b) The United States Attorney will
advise the State Director, through
OGC, as to approval or rejection of the
debtor’s reorganization plan. The State
Director will then notify the Finance
Office by memorandum of the terms
and conditions of the bankruptcy reor-
ganization plan, including any adjust-
ment of the debt.

§1956.112 Debts ineligible for settle-
ment.

Debts will not be settled:

(a) If referral to the Office of Inspec-
tor General (OIG) and/or to the OGC is
contemplated or pending because of
suspected criminal violation, or

(b) If civil action to protect the inter-
ests of the Government is con-
templated or pending, or

(c) If an investigation for suspected
fiscal irregularity is contemplated or
pending, or

(d) When a claim has been referred to
or a judgment has been obtained by the
United States Attorney and the debtor
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requests settlement, the servicing offi-
cial will explain to the debtor that the
United States Attorney has exclusive
jurisdiction over the claim or judg-
ment, and therefore, FmHA or its suc-
cessor agency under Public Law 103-354
has no authority to agree to a settle-
ment offer. If the debtor wishes to
make a settlement offer, it must be
submitted with any related payment
directly to the United States Attorney
for consideration.

§§1956.113-1956.117 [Reserved]

§1956.118 Approval authority.

District Directors cannot approve
debt settlement actions. Therefore,
they will make no statements to a
debtor concerning the action that may
be taken upon a debtor’s application.
Subject to this subpart, the com-
promise, adjustment, cancellation, or
chargeoff of debts will be approved or
rejected:

(a) By the State Director when the
outstanding balance of the indebted-
ness involved in the settlement is less
then $50,000, including principal, inter-
est, and other charges.

(b) By the Administrator or his des-
ignee when the outstanding balance of
the indebtedness involved in the settle-
ment is $560,000 or more, including prin-
cipal, interest, and other charges.

§§1956.119-1956.123 [Reserved]

§1956.124 Compromise
ment.

and adjust-

Nonjudgment debts may be com-
promised or adjusted upon application
of the debtor(s), or if the debtor is an
individual and unable to act, upon ap-
plication of the guardian, executor, or
administrator of the debtor’s estate.

(a) General provisions. Debts, regard-
less of the amount, may be com-
promised or adjusted subject to the fol-
lowing:

(1) The debt or any extension thereof
on which compromise or adjustment is
requested is due and payable under the
terms of the note or other instrument,
or because of acceleration by written
notice, prior to the date of application
for settlement.

(2) The period of time during which
payments on adjustment offers are to

§1956.124

be made cannot exceed five years with-
out the approval of the Administrator.

(3) Efforts will be made to avoid ap-
plications for settlement in which
debtors offer a specified amount pay-
able upon notice of approval of the pro-
posed settlement.

(b) Debtor’s ability to pay. In evalu-
ating the debtor’s settlement applica-
tion, it is essential that reliable infor-
mation be obtained in sufficient detail
to assure that the offer accurately re-
flects the debtor’s ability to pay. The
debtor’s income, expenses, and non-
security assets are critical factors in
determining the type of settlement and
the amount which the debtor can rea-
sonably be expected to offer. Critical
information should include the fol-
lowing:

(1) The debtor’s total present income
from all sources will be determined. In
addition, careful consideration will be
given to the probable sources, amount,
and stability of income to be received
over a reasonable period of years. For
individuals, public welfare assistance
and pensions, including old age pen-
sions and pensions received by veterans
for pensionable disabilities will not be
considered as sources of funds with
which to make compromise and adjust-
ment offers.

(2) The debtor’s operation and main-
tenance expenses, and, in the case of
individuals, probable living expenses.

(3) The priority of payments on debts
to third parties.

(4) When the debtor is largely depend-
ent on income from an occupation in
which manual labor is required, age
and health of the individual are vital
factors in determining the ability to
pay. The number in the debtor’s fam-
ily, their ages and condition of health,
will also be weighed in determining the
ability to pay. However, when the debt-
or’s income is from investments, busi-
ness enterprises, or management ef-
forts, age and health of both individual
and family are of less importance.

(6) The value of the debtor’s assets in
relation to debts and liens of third par-
ties is important in determining the
debtor’s ability to pay. It is recognized
that debtors must retain a reasonable
equity in essential nonsecurity prop-
erty in order to continue normal oper-
ations and, in the case of an individual,
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